By EVELYN M. PARRISH

The US. Balance of Payments: Fourth Quarter and Year 1969

The ligquidity bmlenee wes in defizit
by 37.0 billion in 1069, a BT.2 biltien
detanloretion Ffrom 1968, The aizabls
deficit oeotered depplte a2 large swing
Into surplus in the faurth querter when
.8, corporntn eaplicl Sows, portfolio
(rotanetlond, and errora and omissiops
moved favorably. The 1800 liguidity
bsdnnoe was odversely offected by o
number of unisuel developments that
had Jittlo resl significance, and it thus
substentially oversinted the detsriora-
tion in our mxtormel position. Theas
davalopmanta inglpded & largn roverspl
of apecial floancial travanetiona snd the
combined efferta of the tight LA
monetary policy and corbuln Bonking
remilations that resultad in roundabout
dows of TI.E. funds to the Euro-dollar
merket and then baok 10 the Upited
States threngh forelgn branches of TLE.
banks, After nllowapcs for such factors,
however, the 1858 defieit was still ebout
at lavge a3 any eorfior ona, largely
roflocting o deterioration in privede
sapital flows.

Deapite the woaknaes in our wadee-
Iying Ilquidity position, the dollar was
strong and the official reserve iranzac-
tiona balonze improved—to o surplus of
$2.7 billlon In 1960 Irom & sirplus of
1.9 hillion in 1063—largely because of
the extremcly high interest ratn padd
oo dollars held by Coreigners. Tight
manatary policy thus had opposite
£fezets on the two balenzes in 1060 It
was lergely responsible for the $8.8
billion infow of private Mguid funds
from abroed (psleding roundahont
flows), whieh aczounted for all but a
small part of the Jdifarence betreen
tha yeporded liguidity dofisit and tho
“rfficinl" aurplos.

¢ THE 115, balancs of poyments on the
Bquidity basis was in defieit by a
meord 47,000 million in 1069, o doteri-
oration of $7.2 billion from the small
surplus of $170 ynillion in 1988. Alter

lergy defteits in the first three quartsrs,
the sessonslly adjusted balence im-
proved in the fourth guarter by $3.7
billion £o & surplus of $1,115 million.

The balones maasured on the official
reserve transactions basis improved $1.1
billien in 1984 and reached o surplus of
$2.710 million, the larpest surplus re-
corded sines this balanes wae first
caleulnted beginning in 1980. Mast of
the year’s surpluz pocurred in tha first
half of the ysar. In the third quarter
thersa was a sharp deterigration to a
doficit of $025 million, sensonplly nd-
justed, but tho balance swung back in
the fourth quarter to o $1,280 millien
aurplus.

.Both belances reflact chonges in U8,
officiol reserve nasetz. In addition, the
liquidity balance—which is intended to
be o brond indisator of potential
prassuree on the dollar resulting from
changes in our liquidity position-—
tokes inte congideration changes in
liquid liabilities to oll foreigners. The
official reserve tronsactions balanos—
which is intended to be & Tough measure
of more immediate exchenge market
preasures on the dellar in the reporting
perigd—tokes account of changes in
irbilitics only to foreign governments
and sontrnl banks, but includes changes
in both lquid and certoain nonliquid
liebilities.

During 1969, both the lLguidity
belanse and, to o lesser oxtent, the
“official” balsnce wers unusueily dis-
torted by special fastors. However,
even after rough adjustment for the
distortions, ths liguidity bolsnee re-
mained in substentis] delieit bocause
o1 & detariorstion in recorded privote
capital flows and sharply increasad pay-
ments to forsignera on their T7.5. dollar
holdings. Despite this underlying dete-

rioration, the "official’” bolance showed
& considerable surplus, which maostly
reflested the extrame tightness of T8,
monsatary polisy.

The liquidity deficit was substentially
inflated by o vevarsel of special financinl
transactions and by largely unrecordad
outlows of US. funds ts the Euro-
dollar market (which were then returned
to the United Statea through the foretgn
branches of U.S. banks), neither of
which indicate sny basic wealening in
our external posidion. Without thess
special factors, the liquidity deficit
would probably still have been vary
large, probably boetween $4.0 and $4.5
billion—a figure on the sams order of
magnitode as a numhber of earliar
deficits seiculated on the same basis,
but one implying s much amaller
deteriorstion from 1965 then the $7.2
billion: indicatad by the recorded figures.

The “official” balonce was also ad-
versely offested by the revorsal of
special financial transactions, but to a
much smeller extent. At the same time,
however, the “official” balanes was
Favorably affactad by shifts of foraign
official funde from ULS. banks to foreign
baviks (in order to get the higher intarest
rates pvailoble on Euro-dollar deposits).
Even though thers was no strengthen-
ing of the dollar in the exchange market
not uny loss of dollars by foreign central
benks 2szociated with such shifts, they
rodused recorded linbilities of U.S.
banks to foraign official institutions.

Major Developments in the
Fourth Quarter

Tha $3.7 billion improvement in the
geasonally adjusted lquidity balaneca
from the third to the fourth quartar was
lorgely the result of a shift to infHows
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from outflows on both recorded private
capital transactions and on errors and
omissions. Repeating the pattern of
1968, most of the inflow appears to have
occeurred in the closing weeks of the
year, and once again it was evidently
reversed, in part, early in the new year,

Major favorable shifts in the fourth
quarter are listed below. (Note that the
discussion is based on table Al, in
which data are adjusted to separate
U1.5. corporate capital transactions from
other private capital transactions and
to exclude special financial transac-
tiong.) (1) A massive turnaround of
$880 million in net movements of .35,
corporate capital, partly reflecting posi-
tioning under the foreign direet invest-
ment program; (2) a reduction of $485
million in net U.S. purchases of foreign
securities; (3) an increase of $440 million
in net foreign purchases of U.S. secu-
rities—imostly through substantial pur-
chases of U.5. stocks in October when
prices were temporarily rising; (4) a
370 million swing in U5, Government
liabilities, mainly reflecting an increase
of $230 million in prepayments for
military goods and a 375 million loan,
both under the agreement with Ger-
many to offset foreign exchange costs
of U.S. military expenditures in that
country; (5) a shift of $1,380 million
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in errors and omissions to a net inflow,
which may have reflected reversals of
oulflows to Germany and the Euro-
dollar market earlier in the year; and
(6) a decline of $505 million in net
liguidations of special financial trans-
actions, '

The only major unfavorable change
in the fourth quarter was a $540 million
swing in claims reported by U.S. banks.

The $2.2 billion fourth quarter im-
provement in the official reserve trans-
actions balance was smaller than that
in the liquidity balance because of a
reduction in the inflow of private
foreign liquid funds—from $1.2 billion
in the third quarter to a very small
amount in the fourth; this partly offset
favorable changes of $3.3 billion in
other international transactions affect-
ing the “official”’ balance.

Major Developments in 1969

The $7.2 billion deterioration in the
liquidity balance for the full year 1969
was largely accounted for by the
following major adverse changes (table
A1): (1) The adverse balance on
military transactions deteriorated $275
million; (2) the favorable balance on
investment income declined $365 mil-
lion, mostly as a result of increased
liabilities and higher interest rates on
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short-term funds, which together raised
payments $1,500 million and thus
more than offset the continued increase
in income on U.S. direct investment
abroad and other long-term assets;
(3} net U.S. corporate capital outflows
rose $735 million; (4) net U.S. pur-
chases of foreign securities increased
8220 million; (5) net foreign purchases
of U.8. securities dropped $440 million;
(6) U.S. banking claims (net of long-
term liabilities to private foreigners)
shifted $740 million from a net inflow
to a net outflow. The largest changes
occurred in: (7) errors and omissions
in which the net outflow increased
$2,320 million; and (8) special financial
transactions, which shifted $3,190 mil-
lion from net inflows of $2,285 million
in 1968 to net outflows of $005 million
in 1969,

Favorable changes in 1960 were
limited to: (1) an increase of $430
million in foreign direct investment in
the United States; (2) a reduction of
$275 million in U.S. Government grants
and capital outflows; (3) an increase of
$140 million in U.S. Government re-
ceipts from loan repayments; and (4)
an inerease in U.8. Government lia-
bilities {other than marketable or
convertible securities) $185 million
larger than the 1988 increase.
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The adverse movement in errors nnd
pmissions—e good part of which re-
flected roundobout flows through the
Eura-dollnr morket—and in  special
financinl transnchions eccounted for
k5.5 billion or about three-fourths of
the 5$7.2 billion deterioration in the
liquidity bulance in 1969. While the
recorded ligquidity defieit was $7.1
billion last year, probebly tha deficit
would have been batwaon $4.0 and $4.5
billian if adjustment were made for the
$0.0 billion net outflow eon special
financial tronsnctions and for £ major
port of the 32.3 billion incraase in errors
and omizsions (assuming that to be,
raughly, & reflastion of the roundsbout
flows of U.S. funds). That “underlying'
liquidity deficit iz roughly neor the
upper limit of the $1.2 billion to $4.5
hillion ronge that prevailed during
tha 1940’s,

The %1.1 billion incraase lost yeor in
the surplus on the officinl reserve
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tronsactions bnsis reflacted » $5.¢ billion
increase in the inflow of foreign private
liquid funds (i.a., incresses in ligoid
liahilitice to privaie foreign residents),
which mors than offsat the net adverse
movemoent of $2.9 billion in the ather
international tconsnctions that affect
the “'official” bhalanes, Reversal of
special finaneial teonsactions adversely
nffectnd the -pfficinl balance in 1969 by
%155 million, an unfavorsbla shift of
$340 million from 1968.

U.s. menatory comditions

Cradit evnditions and certain banking
regulations in the Unitad States during
1968 avidently had opposits cffects on
the ligquidity and the official bolonces.
Excoptionally tight eredit conditions
and the offects of intereat rote ceilings
(Repulation Q), which limited the rates
that 17.5. banls could pay on deposits
in the United States but not those on
dollar deposits obtained through their

Tabh: Al =Balaness of Major Trasaastions
(M 0lkons of doliows)
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foreign branches, stimulated the de-
mand for funds by T1LS. bonks in for-
gign financial morkets, mostly the
BEuro-dollar market. Furthermora, dur-
ing most of the yesr, these deposits
wers nobt subject to reserve require-
ments go that U.S. banks wers abls to
pay higher rates than they could have
peid if these deposits had been subject
to the same reserva requirements os
domestic deposits. As a result, n con-
siderable differance developad between
the rate of intarest that could be eared
on Ewro-dollar depogits az comporad
with the rate U5, banks warn permitted
to poy in the United States. This de-
velopment apparently induced U5,
residents to shift deposits to the Eurg-
dollor market, where many of tha funds
wera taken by the branches of U.S.
bonke. The branches, in turn, lent funds
te their U.5. parent banks. Thesa
reundohout flows reanléed in an in.
ctonse in 1.9, liguid linbilitiea, which
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wes, In an ultimate eemse, o T.S.
residents rather than te foreigners, and
therelors not essentially a deterioration
in the T1.8. liquidity pesidon. Unforiu-
nataly, most outilows of funds through
tronsactions of this sort were not spe-
cificolly reported, but can only be
inferred from the cxceptional rise of
$2.3 billion in missing net debits in the
errors and omizsion aceounts in 1969,
Thus, a5 wos indicated ecerlier, the
sppropriste adjusimenis to emive ot
the *underlying” liquidity bolonce can
only be roughly estimated.

The restrictive monetary sonditions
that hod adverse effects on the lquadiky
balanee simulteneously produced sifects
that were Invorable for the balance on
officinl reserve transactions. The heavy
demend for Euro-dollags oo the puct of
U1.8. banks seeking to borrow through
thair foreign brepches, and the result-
ing high rates on Eurg-dollar daposits,
induend ‘an enormous inflow of foraign
private liguid funds—mostly through
thess foreign branches. The inflow was
not only sufficient to finance the 1969
liguidity deficit but also causod forsign
privets residenis to shift funds from
foreign currency nssets to U.S. dollars.
These shiits resulted in o decline in for-

Tahlo AZ—Changes In Near-Liguld Llabilithes,
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eign officiel dollar heldings and an in-
crezse in foreign private dollar holdings.

At the =ame time, however, some
foreign officinl ogencies epparently
ghifted deposits from U5, hanks to
forcign branches of 1.8, banks, in order
to obtain the higher interesi rates pre-
voiling in the Buro-dollar market. As
recorded in U5, stntistics, such shidts
have the effect of reducing 1.5, lisbili-
liea to foreign afficial ngencies and in-
craasing those te foreign banks. Their
effect s thus to improve the official
raserve  transactions belance, o5 re-
corded, bué the improvement is net real
beconse such shifts of funds do not re-
flect an improvement of the deller in
the sxchange markets nor i1s there any
associated reduction in the dellar hold-
inge of foreign official sgencies.

On the other hond, the 1968 decline
in deller balanoes held by foreign
official agennies nssociated with their
sales of dollars to private foreign resi-
dents iz properly recorded o2 an im-
provemens in the official reserve trans-
ootions balance. This decling reflects
the sensitivity of the “official”’ balanes
to monatary policy. The larpe aurplus
in 1968, howewver, was due o sxception-

Nonscheduled Repayments by Forsign

{rovoroments of U.3. Credite, snd Other Speclnl Finapclal Trongsctlons by U.5. snd
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elly tight conditions in U.S. financial
morkets and probsbly unsustainably
high intereat tates, The large official
surplus in 1969 is ne indication of a
fundamendtal impravement in cur bosic
position, particularly in view of the
deterioration in the ”underlmg" liguid-
ity bulence.

Conditions aomewhat similar to those
in 1983 also existed in the second hsalf
of 1068. When financial conditions
tightened sherply, the official reserve
transachons balance shewed a change
to & surplus while the liquidity balance
continyed in deticit, Howover, when
monetary policy was sharply emsed in
1967, the officinl mserve trepsactions
balance changed back to & lorge deficit.

Economic developrrents abroad

Growth of foreign industrinl ccone-
mies in 1069 remained close to the high
rote of the preceding yeor. Pressures on
foreign capacity intensified, which in-
crensed foreign demand for TU.S, goods.
These developments, together with the
decoleration of growth in the WS
egonomy in  1968—which effectively
dampened the growth of U.5, demand
for foreign goods, especially after mid-

enr—halped prevent a further deteri-
oration in the trade belance in 1980,

Boom conditions abroad caused sev-
eral foreign govermnments to adopt
monetary policiea designed to reatrain
inflationary pressures. Under the com-
bined infAuence of thess moves and
similar /.8, actions, foreign capitel
markets tightened during the year with
an advarsa effect on the shility of U.S.
corporations to obtein foreign capitel.

Intemational cepitnl merkets wors
alse unsettled during much of the year
because of uncertninties sbout the
stability of severnl major foreign cur-
rencies. Early in the spring large
amounts of U.8. funds wern transferred
sbrond in wexpectation of an wpward
revaluation of the (terman mark. Some
of these transfers appesred in the direct
investment account. After the Moy 9
apnoyngement that the sxchange rate
of the mark would not be altered, some
of these funds may have been shifted to
ths Euro-dollsr murket. Uncertninties
in thoe exchenge morkets continued,
howover, end the Franch frane wae
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develued in August. The German
mork—edter flgating dunng most of
October—was revalued upward st the
end of that month. The T.S. dellar
remained srong during the vear largely
hecause of the very high interest rotes
foreigners could earn on their liquid
dollar assets. Following the German
revaluation, U5, funds, including gains
from changes in exchaoge rates, were
repatriated.

The Financing of the Balances

Tranzactions in U.8, officiol reserve
pesets resulted in an increase of §1,187
miilion in 1069 {(fable 3). The risa
conzizted of {1} n $967 million increasa
in officisl gold holdings, (2} a $1,034
million improvemant in our gold trancha
position st the IMF, partially offset
by (3) net sales of 3814 million of
epnvertible foreign ocurrencies, reflect-
ing moinly reversals by foreipners of
entlisr drawings on mutusl awap Facili-
tits with the United States. (The gold
tranghe position is essentislly our
automitic right to obtain foreign cur-
renciea for dollars; our position im-
proves with a decline in Fund dellor
holdings. This sceurred in 1969 hecnusa
foreign countties reduced the Fund
dollar holdings by drawing dollars in
sxchonge for their own curencins.)
A major port of the gold purchnses and
the improvement in ocur gold tranche
position, as wall ax the net seles of
eonveriibls currencies, came in the
fourth quarter.

Liguid lisbilities & oll foreipnera
increasad 88,245 wmillion in 1060. This
rige, minue the $1,187 million net pur-
choses of officinl reserve nssets, equals
the $7,068 million liguidity deficit.
Liguid liabilitiss to foreign commerciel
banks (including foreign bronches of
U.5. banks) rese 59,272 million. Liquid
liabilites to official ngencies decroased
$527 million; those to international and
regionnl organizations dropped $62 mil-
lion; and these to other foreigners
deeraased $437 million.

Total liquid lisbilities to all fareigners
(not sessonally adjusted) rose §1,3i6
million in the first quarter, $4,115
Million in the second, and $3,658 miliion
n the third. Neazly sll this growth wos
m lighilitiea of T8, banks to their
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foreign brenches, In the fourth quarier
a small paré of the entlier increase was
reversed as total liguid liabilities de-
ciined $844 million. Most of that de-
cline—8520 million--was in liquid li-
shilities to official ogencies. Liguid
hiabilities of T.8. banls to thair foreign
branches also declined, but that decline
was largaly offaet by a rise in linbilities
to other foreign commereial banks.

The 1968 surplus of $2,712 million
on tha official reserve transactions bal-
ance consisted of the above-mentionad
#1,187 million increase in T1.8. reserve
aesets, plus the $527 million decressa in
liquid hishilitias to official foreigners and
s $998 million decrease in cortain
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nontiquid lizbilities to foreign official
Rgenicies,

Detuils of Major Transactions

Special finvncial transectlons

For 1969 as & whole, special finoncial
tronsactions adversely affected the li-
quidity balance by $906 million: in
19688 they hnd improved thai balonce
by $2,2585 million {tabla AZ). Foreign
officinl ogencies reduced by about
$1,200 million their heldings of tGime
deposits with o maturity over one year
end nonmarketable medium-term .5,

Table B-1.~—=L.5, Noamilitary Exporta:' Totol, Agricultars], and Nenagrioultural
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Government securities, compared with
net purchases of $1,820 million in 1968.
The full impact of that shift was ensed
sumaw‘.lmt by partfolio ndjustments by
international and mmunu] organiza-
tions thot vesulted in a $450 million
increase in their holdings of long-term
time deposits cnd T.5. agency bonds
in 1969, compared with an increase of
only %130 million in 1988. The remain-
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ing spacial financial transections, which
affected not only the Lguidity balsnce
but salso the official reserve trans-
sctions balance, were adverse by $155
million in 1969 ; thay hod been favorable
by $185 million in 1948,

Most of the adverse effect of special
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finoncial transactions in 1969 was con~
cenirated in the second ond third
quarters. Their net impaet in the fourth
quarter was negligible: Net purchoses
of 75 million of nonmarkstoble medium-
term TL3. Government securicies hy
Coooda and purchoeses of $135 million
of U5, Government ngency bonds hy
international and regional organizntions
weare lorgely offset by a $205 million
raducélon in long-term time deposits
of foreign official ngencies.

Goods and Sexvices

The balence on poods snd services
deteriornted in 1969 to a 52,075 million
surplus from an slready relatively low
surplus of $2,580 million in 1548
{table Al). There was o morked im-
provement in the second half of the
year, however, a3 the balance rose to an
mnpusl mée of 32,870 million from

51,275 million in the first half. The

improvement was primarily in the
trade bolunce. After a deficit in the
first half, it recovered sufficiently to
make the recorded trade surplus for
the yeor 0s a whole slighdly larger than
in 1968. The balances on military
trangactions osnd inveshment incoma,
on the other hand, worsened during
the year, ond accounted for most of the
year-ta-year detevioration in the bal-
anpe on goods and services,
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Merchandise trade

Monmilitery merchandise sxports in-
crengod $2,590 million to $38,456 mil-
lion in 1869, while imports rosa 32,5825
miltion to $35,7¢5 million (table 4).
With exports and imports advencing by
nearly the same amount, the 1969
trade surplus of $690 million was littla
chamged from the $628 million surplus
in 1968, but far below the surpluses
in the years 1960-1967, which averaged
sbout $5.0 billien. (The merchondise
trade daie ore on the balonce of pay-
mends basis, which extludes Depart-
ment of Delense exports and imporis
and reflects various other adjustmenis
to the trade deta compiled by the
Census Buresu.}

Merchandise trade was distorted in
both 1469 and 1968 by strikes {or
threats of steiltes) in the shipping and
mekal-producing industries and by other
special developments that reduced ex-
ports and-—to a lesser extent—-imports
jn 1068, and sharply inflated iwports in
10685. Excluding the estimated siffocts
of those special developments, the
trade surplus might heve been higher
by roughly $400 million in 1969 and by
$300 million in 1968 {table B2)}. Whiie
this suggesta some underlying de-
terioration on & year-to-year basis, the
irade balance improved in the second
half of 1969, snd ezpecially in the fourth
quarter, as exports increased more than
the imporis,

Exports

Chsnpges in [1.5. exports ara primarily
affected by changes in forsign economic
activity—especielly in the major indus-
trinlized countries. Sinee 1958, pg cEn
be sesn in chart 14, the growth rate of
nongagriculiural exporis (adjusted to
axclude sirernft deliveries, which move
srratically, and axports of automotive
products to Canada, as well as tem-
porary distortions from strikes) fol-
lowad chanpes in foreipgn industrial
produetion quite elosely in pericds of
neeeleration. When the prowth of for-
pign produstion startéd to decelerata,
however, the sowdown in axperk
growth wis sometimes delayed. This
may reHeet the effects of continued
high caparity utilization abroad as well
as deliveriez of orders placed earlier.
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The 1969 export performance seems to
repeat the experience in other years
when eyclical developments were sim-
ilar. In the first hall of 1969 foreign
industrial production was 10.5 percent
higher than in the first half of 1968
and U.S. nonagricultural exports were
15.0 percent higher; in the second half,
the increase in foreign industrial pro-
duction over the corresponding period
a year earlier slowed to 7.5 percent,
but the rise in exports accelerated
slightly to 15.5 percent.

The commodity detail of the 1969
rise in nonmilitary exports shows an
extraordinarily large increase of $385
million in iron and steel shipments,
after years of near stagnancy. The rise
mainly reflected tight capacity and
heavy demand for steel in Canada and
Western Europe. Machinery exports
also expanded at an exceptionally high
rate last year, rising by $1, 350 million
to $9,990 million. The high point was
reached in the third quarter; in the
fourth, machinery exports dropped
slightly.

Exports of civilian aircraft and parts
were $2,210 million in 1969, about $120
million below the 1968 peak., Most of
the dip was in the middle quarters of
1969; in the fourth quarter, aircraft
exports rose to an annual rate of $2.4
billion, and may rise further in 1970
as the new jumbo jets are delivered.

Auntomotive exports to Canada, which
had risen about $485 million in 1967
and $625 million in 1968, increased only
$360 million to $2,735 million in 1969.

Exports of agricultural goods were
$6,010 million in 1989, nearly %300
million less than in 1968 and %950
million below the peak reached in 10686,
The 1969 decline partly reflected losses
resulting from the dock strike early in
the year, In addition, exports of grain
and cotton dropped sharply last year
largely because of abundant supplies
in other producing areas.

Most of the 1969 gain was in exports
to developed areas (table B1). Export
increases of 81,090 million to Western
Europe and $550 million to Japan were
the highest in recent years, The rise
in exports to Canada was $1,045 million.
Deliveries to less-developed arcas rose
only about $230 million, mainly be-
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cause o $320 million reduction in
agricultural shipments partly offset
rises in other exports.

Imports

Just as exports react mainly to
changes in foreign economic activity,
changes in imports have generally
elosely followed changes in the U.S.
gross national produet, as can be seen
in chart 15. Since 1958 imports have
risen at a faster rate than GNP during
upswings in the business cyele and have
fallen more gharply than GNP during
downturns. In the second half of 1968,
when GNP was 8.4 percent higher than
u year earlier, imports were 20 percent
highar (even after exclusion of abnormal
imports of metals associated with
strikes, and of the fast-growing imports
of automotive products from Canada).
As the growth of GNP slowed during
1969, that of imports dropped even
more rapidly. If the experience of

earlier years continues, and the rate of
GNP growth slackens further in 1970,
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the rate of import growth may be ex-
pected to fall well below that of GNP.

The impact on imports of the slow-
down in the expansion of the domestic
sconomy is noticeable in the behavior
of imports of machinery and nonfood
consumer goods, which did not rise in
the fourth guarter even though gains
for the year as a whole were larger than
in 1968,

Imports of sutomotive vehicles and
purts from Canada, which have been
rising steadily since the beginning of
the T.8.-Canadian Automotive Trade
Agresment in 1965, rose $830 million
in 1969 to $3,150 million (transactions
value basis), Imports of automobiles
from Japan have also grown in recent
years; last year they reached nearly
$445 million, an increase of $170 million
from 1968. Automotive imports from
Europe, on the other hand, were $1,400
million, the same as in 1968, Imports of
foreign-model cars declined in late 1969,
but that decrease does not necessarily
reflect a corresponding change in do-
mestic demand since dealers' sales of

Percent Change in U.S. Nonagricultural Exports and Percent Change
in Industrial Production in Major Foreign Industrial Countries
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new foreign-model ears did not appear
to have slackened.

Imports of industrial materials, with
the exception of petroleum, were scarce-
Iy higher in the second half of 1969
than in the second half of 1968. Petro-
leum imports, however, advanced
rapidly in the fourth quarter, and for
the year as a whole rose $270 million.
Metal imports dropped $600 million in
1969. That decline was largely an
adjustment from the extraordinarily
high strike-induced level in 1968,

Halfl of the 2,825 million increase in
imports in 1969 came from Canada,
about $825 million from Japan, and
most of the remainder from less devel-
oped countries, mainly in Asia. Im-
ports from Western Europe remained
about the same as in 1968.

Military transactions

The balance on military goods and
services transactions (excluding trans-
fers under military grants) deteriorated
$275 million in 1969,

Transfers of goods and services

SURVEY OF CURRENT BUSINESS

under military sales contracts increased
about £75 million to $1,505 million, but
military expenditures rose $350 million
to $4,880 million. Most of the latter
inerease was in Germany, Japan, Korea,
and other Asian countries.

Investment incomne

U.8. receipts from income on direct
investment rose $720 million to $5,705
million in 1969, an increase substantially
larger than in any other year. Receipts
peaked at a seasonally adjusted figure
of %1,5256 million in the third guarter,
and then dropped to $1,440 million in
the fourth. In both gquarters, receipts
ingluded & larger than usual amount
of dividends mainly paid out of prior
years' earnings. In the fourth guarter,
one such dividend paid by a foreign
subsidiary amounted to $125 million.

Receipts from other private invest-
ment inereased $310 million to $2,260
million in 1969, Most of the rise, which
continued steadily throughout 1969,
was due to increased interest rates paid
on [0.8. short-term assets abroad.

Percent Change in U.S. GNP and Percent Change in U.S. Imports
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Income from Government assets in-
creased about $100 million in 1969, in
addition to $65 million that reflected
the annual receipt of interest on the
British debt, which had been deferred
in 1968,

Private income payments on foreign
investment in the United States soared
by $1,425 million to $3,655 million in
1969. About hall of that rise was
attributable to higher interest rates—
pspecially Euro-dollar rates—paid by
U.8. banks and corporations on their
short-term linbilities to foreign resi-
dents. The rise of interest rates in the
United States also increased payments
on foreign holdings of U.5. Govern-
ment securities.

Private Capital Transactions

Net private capital outflows in 1960
were 3860 million, a reversal of 81,800
million from the very exceptional 1968
net inflow of $040 million (table A1,
line 8). The 1969 figure, however, was
substantially smaller than the 1867
net outflow of $3,550 million. A large
part of the adverse change in 1960 was
in increased U.S. corporate capital
outflows and U.S. bank-reported claims.

I/.S. corporate capital

U.S. corporate net eapital outflows
(including changes in hoth assets and
linbilities) wers $1,455 million in 1969,
a $735 million increase from the
unusually low net outflow of 720
million in 1968 when the foreign direct
investment program was first made
mandatory (table D1). The 1969 net
outflow, however, was still much below
the 1967 outflow of $2,850 million. In
the first three guarters of 1969, there
were net outflows of U.S. corporate
capital averaging about $665 million
per quarter, but there was an abrupt
shift in the fourth quarter to inflows
of %535 million. This shift closely
paralleled that in 1968, in both direc-
tion and magnitude, and probably
largely reflected positioning by the
corporations under the foreign direct
investment program. The fourth quarter
repatriations also included a reflux of
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funds thot had moved to Germany in
anticipation of the reveluation of the
Germon mark. In sddition, sotne of the
inflow may heave been used to meet
paront compenies' yearand require-
ments for funds that could not readily
be obiuined through domestie channels
bocause of the tight eradit situation. A
significant part of the inflow that come
nene the end of 1969 probably was
reveraad in early 1070,

Clorporate berrawing in the Ewro.
bond market dropped from $2,130
million in 196% to about $1,026 million
in 1969 {toble D). In the fourth
quorter about 3250 million was bor-
rowed. For the yenr as n whole, about
$610 million of tha Euro-bond bor-
rowings wos utilized for direct invest-
ment, nearly 5300 million was repntri-
ated, and the rest—nesry ¥120
millian—was Jeft on depogit abrosd as
corporeta short-term cloims en for-
aigners. (To the extant that the proceads
of Burobond borrewings ara left on
deposit: abrond, the borrowings do not
improve the balance of payments.)
In 1983, when Euro-bond borrowings
warg mueh higher, 3975 million of the
procends was left on foreign deposit.

Capital transfers hy U.8. companies
for direet nvestmonts abroad were
33,060 million in 19269, shout the same
58 in 1968, These transactions shifted
favorgbly by 51,190 million from the
third te the fourth quarter when there
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wis 0 net inflow of vhout $60 millien,
seasonslly adjusted. The fourth quartsr
figura included wn inflow of about $300
million from Germany, in paré reversing
the large autflows onrlier in the yesr.
Also included wes & §175 million
liquidation of a major divect investment
in Lakin Amerien. That tronsaction
involved the issue of notes by the
country in which the investment was
locotad to the former parent company.
The raceipt of these notes is reported ag
on ineresse in long-term corporate
claims on nonaffiliated foreign residents
(tabla TH, line 3, and tobles 1, 2, und 8,
line 31).

The fact that net cutdows of U5
corpornte capital (including chonges in
osgeis and liebilities) were sharply
lowar in both 1289 and 1968 thon in
previcus years was caszed by o shift
from net outflows to net inflows in
trananctions  with Western Europe
(chort 16}. These nat inflows unountad
to 5720 million in 1969 ond $1,510
million in 1968, es compared with en
average net putflow of $1,120 million in
1965-67. This shift was largely accom-
plished through seles of corporats
sequritiss on the Euro-bond market and
through borrowing from foreign benlks.

Net sutflows of corporate capital to
tha regt of the world were about 32,175
million in 1969, nearly the sama ns in
1968 but higher than the $1,760 million
averape in 1965-67.

Foroign direet investment

Copitnl inflows for foreign direct
investment in the Unitad States more
than doubled to £750 miilion in 1969
{tabla Al, line 11). Of that total, new
mvestments {inaluding new nequisitions
pnd increases in equity interests in
exigting T1.8. affilintes) amounted to
aver $500 million, nearly $100 million
more then in 1968. Over holf of those
new investments were made in the
fourth quarter, mainly by European
componies. Inflows of capital o U.S.
offilictes from their Forsipm parents
through changes in claims and liabilities
on intercompony acecunts rose from a
nagligible amount in 1968 to over $300
million in 1969,

Forelgn securities

The net outhow of US. private
capital {or investment in foreign securi-
ties (excluding special finencinl trans-
actions—mainly U.3. private pur-
chases of new issnes of the Cenndian
Government amounting to $35 million
in 1968 and $15 million in 1889) was
$1,365 million in 1989, about $220 mil-
lion more than in 1963 (table Al, line
12}, U.S. purchases of new [loreign
iseues incrensed about $40 million even
though TL3. interest retes were o full
percentoge point higher, and redemp-

Table M. ~DNet Change in Foreign Asscts and Liabilitizs of 1,5, Corporalions (Exclwling Banking and Brokerage Claima amd Linbilities)
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tions were only slightly lower. However,
U.S. net purchases of other foreign
gecurities more than tripled to $230
million. The rise mainly reflectad the
investment of over $200 million in
Japanese equities, mostly in the second
hall of the year. U.S. purchases of
Japanese equities had been minimal in
1968,

The ountflow of US. funds for port-
folio investment abroad, seasonally ad-
justed, rose in each of the first three
quarters of 1969, but then fell by nearly
$500 million to about $70 million in the
fourth quarter. New issues placed in
the United States in the fourth quarter,
particularly by Canada and to a lesser
extent by the World Bank, declined by
nearly half to $285 million. Some of the
decline may have been due to post-
ponements in the expectation of some
easing in U8, interest rates. Redemp-
tion of outstanding foreign bonds held
by U.B. residents increased by over
2100 million in the fourth quarter, with
maturing Australian, German, and Ca-
nadian bonds accounting for most of the
rise. Trading in other securities shifted
from net purchases of 290 million in

Changes in Net Foreign Assets and
Liabilities of U.S. Corporations*
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the third quarter to net sales of $35
million in the fourth. Investment in
Japanese stock, amounting to $85 mil-
lion, was more than offset by net sales
of foreign securities to Canada and
Western Europe.

/.S, securities

Net foreign purchases of 1.8, stocks
dropped to $1,515 million in 1969 from
22,085 million in 1968 (table D3, line
). After reaching a peak early in the
vear, these purchaszes fell off sharply;
in June and July, when Euro-dollar
interest rates were at their highest leval
and U.S. stock prices were weak, for-
cign sales exceeded purchases. In Octo-
ber net foreign purchases spurted to
over %300 million, but then fell off
again so that fourth quarter net foreign
purchases amountad to $470 million

Net foreign purchases of U.S. bonds
(other than Treasury issues and those
already discussed under special fi-
nancial transactions and US. cor-
porate transactions) inereased to $1556
million in 1969 from about $30 million
in 1968 (table D3, line 5), In the
fourth quarter these transactions
switched back to net foreign purchases
of $80 million, from net foreign sales of
$60 million in the third quarter.

Banking claims

Claims reported by U.S, banks
shifted to an outflow of $530 million
last, year from an inflow of $270 million
in 1968 (table 1, lines 37 and 38).
Most of the 1960 rize waz in U.S,
dollar acceptance credits and collee-
tions outstanding. Bank-reported claims
fluetuated rather erratically during the
year, Net reductions in claims in the
first and third quarters alternated with
larger nel increases in the second and
fourth quarters, The $320 million rise
in claims in the fourth quarter was a
shift of 8530 million from net inflows
of $210 million in the third quarter
(table 2, lines 37 and 38). Most of the
fourth quarter outflow occurred in
December, and was largely reversed
in January. The rise in December, as
well as for the year as a whole, was
mainly to Canada and Japan.

Claims reported by U.S. banks in-
clude transactions that are not under

the Foreign Credit Restraint Program,

March 197;

such as items held in custody for cus-
tomers, loans to finance U.S. exports
guaranteed or participated in by vari-
ous U8, Government agencies, claims
on foreigners reported by branches ang
agencies of foreign banks in the United
States, and increases in claims of U5,
banks on Canadian residents. Foreign
assets of banks reported under the
Foreign Credit Restraint Program (part
of which are included in the direct
investment account) inereased only
about $150 million in 1969; they hadl
been reduced $610 million in 1968,

Government Grants

and Capital

The outflow of T.8. Government
grants and net capital transfers declined
about 600 million in 1969 to $3,240
million (table Al, line 16). Grants and
additions to 1.5, assets {ell off to 85,070
million last year, as compared with a
85,345 million outflow in 1968, Most of
the decline was in the second half of the

Br.

Receipts from loan repayments (other
than those included in special financial
transactions) increased about $140 mil-
lion in 1969 to %1,335 million. In
addition, a $75 million principal repay-
ment on the British postwar debt was
received in 1968; the 1068 annual
payment was deferred.

Changes in Government liabilities
{other than marketable or convertible
securities and special financial trans-
actions) resulted in net inflows of $495
million last year as compared with net
inflows of $315 million in 1968. Uneven
guarterly movements reflected changes
in net receipts associated with military
sales contracts and with the military
offset agreements with Germany. Fig-
ures for both the first and second quar-
ters included receipts from German pur-
chases of about $125 million in Treasury
securities under the 2-year agreement
for offsetting foreign exchange costs of
American forces in Germany; that
agreement expired in June 1969, In the
fourth quarter, under a new agreement
for fiscal years 1970-71, the German
Government made a 10-year loan of
$75 million to the United States, and
a $315 million prepayment for military
goods, This followed an $85 million
prepayment in the third guarter.
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] amount spent in these countries oa  stontinlly in recent years with the
Continued from Page 23 recently e 1065. broadening of the Europsan capital

developed countries, Schedule A, ax-

- penditures ere estimated to hove risen

l

18 percent loat year, but an incresss
of only 8 percent iz planned for 1970,
In Sehodule B countries, including the
United Kingdom, Japon, Ausirelie,
oad others, a 9 percent increase last
Year is a:cpuctrad to be followed by & 15
Percent goin in 1070, Affilistos located
in Behodule € countries, comprising
most of continental Western Europe
ond South, Africa, reported & 13-percent
ineronso lnst year but expectations zro
for o much largor riso of 37 parcent in
1970, This would bring total cxpendi-
tres jn Schedule C countries to §$3.5
billion far the yeor; nlmost dgubls the

One of the more interesting results of
this survey is the very large agpansion
planaed in Schedule C countrics, where
gontrels on direct investment under the
OFDL progeam ato most stringent, Tha
aimn of the investment controla has, for
the most part, heen to limat cepital
outlows from the United States, not
to reduce expansion by forcign offili-
ates. To the cxtent that fixed asset
investmont cen be financed by borrow-
ing wobroad, growth in plent and
equipment spending 1s not limited by
direct investmont contrels under the
OFDI program. In fact, the ability of
U.S. companits and their affiliates to
reise money abroad has increcsed sub-

mitwket. The magnituda of the planned
incroasa in rapitsl expenditures this
year, cspecinlly in Westarn Europe,
covld ke teken to reflest confidence on
the port of porent companies ond
offilintcs that sofficient funds will be
ovnileble to Anance tha investment
they see 12 necessnry to respond o
growing markots. Alternatively, some
enticipation by the companies of an
ensing of the OFDI program moay be
mherent in thoe reportad lorge expansion
plans. If eredit conditions abrosd ere
very tight, and the OFDI program
remains unchonged, actusl plant and
equipment expenditures in 1970 could
well be lower than now projocted.
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